Supervisory governance is believed to affect financial stability. The literature has identified pros and cons of having a central bank or a separate agency responsible for microprudential banking supervision, overlooking the benefits of having this task shared by both institutions. Shared supervision is considered beneficial for the stability of the banking system as it increases the costs of supervisory capture: capturing a single supervisor, be it the central bank or an agency, has in fact lower costs than capturing two. However, while this argument has been proposed theoretically and through anecdotal evidence, it has never been tested empirically. This paper fills this gap introducing a new dataset on the supervisory governance of 116 countries from 1970 to 2016. It finds that, while supervisory governance per se has no significant impact on nonperforming loans overall, nonperforming loans are significantly lower when supervision is shared in countries where the risk of capture is high. This last result is robust to a number of controls, providing new evidence in support of the detrimental impact of shared supervision to supervisory capture.
Introduction
Does supervisory governance affect financial stability? Following the Great Financial Crisis, a number of reforms in banking supervision across countries have reignited the debate on how * University of Rome 'Tor Vergata', Department of Economics, Law and Institutions. Contact: nicfraccar-oli@gmail.com. I am indebted to Alberto Franco Pozzolo and Giancarlo Spagnolo for their regular supervision on the progress of this work. I would like to thank also Thorsten Beck, Pedro Castedo Bartolomé, Michele Cantarella, Alessandro Giovannini, Philipp Hartmann, Alessandro Pizzigolotto, Rafael Repullo for their helpful comments, as well as participants to the XXX Villa Mondragone International Economic Seminar, to the Finance Research Workshop at Cass Business School and to the internal seminar at the European Central Bank. All errors are mine. supervisory responsibilities should be allocated among institutions to guarantee the stability of the banking system. The main concern regards the allocation of microprudential banking supervision to the central bank rather than a separated agency. On the one hand, a central bank may face a conflict of objectives when conducting supervision due to its monetary policy functions. Notably, when it tightens its monetary policy, it might become less strict in supervision than an agency with no monetary policy functions (Ioannidou, 2005) . On the other hand, involving the central bank in supervision has the advantage of providing it with full and timely access to essential information on the health of the banking sector (Peek et al., 1999) . This would benefit financial stability as it would allow the central bank to promptly distinguish between illiquid and insolvent banks when acting as lender of last resort during crises (Goodhart and Schoenmaker, 1995) . Moreover, this setting would likely hamper banks' moral hazard behaviour: knowing that the lender of last resort will have full information on their status in the event of a crisis, banks would engage in less risky activities ex ante. 1
As theories provide different insights, the question of allocating supervision to a central bank or an agency is an empirical one. Nevertheless, current evidence is mixed, making it impossible to draw any clearcut answer on the impact of supervisory governance on financial stability. While previous analyses contributed to raise doubts on the validity of the debate on supervisory governance, most of them focussed on the binary choice between a central bank or a separate agency as supervisor. As a result, shared arrangements, where both the central bank and an agency supervise, as, for example, in the United States, Germany, China and Japan, have been overlooked.
Shared supervision might however have per se some implications for financial stability.
Theoretically, splitting supervisory responsibility inhibits against the risk of supervisory capture, hence reducing banks' risk-taking behaviour. Under shared supervision each supervisor faces higher informational asymmetries and holds only partial information on the banking system, making it less profitable for supervised banks to capture them. On the contrary, having a single banking supervisor makes capture more likely, allowing banks to take over more risk, with negative implications for financial stability. Although some works in the banking literature have provided empirical evidence on the effects of supervisory capture and on its link to supervisory governance, the relationship between supervisory governance and supervisory capture has never been tested empirically. This paper aims to fill these gaps in the literature providing empirical evidence on (1) the relationship between supervisory governance and nonperforming loans and (2) on the inhibiting effect of shared supervision on supervisory capture. Using a new database on the governance of microprudential banking for 116 countries in the years from 1970 to 2016, it finds that shared supervision is the only supervisory arrangement negatively and significantly correlated with nonperforming loans a share of total loans (NPLs, henceforth) . NPLs are higher when supervision is conducted by the central bank, whereas they are not significantly correlated with supervision by an agency alone. However, once time fixed effects are included in the model, the coefficient of central bank supervision is no longer significant, whereas the one of shared supervision is only weakly significant. This suggests that supervisory governance alone might not have an impact on NPLs. Secondly, this paper finds that NPLs are significantly lower in countries where supervision is shared and the risk of supervisory capture is higher.
The results are robust after controlling for country and year fixed effects, as well as for a number of macroeconomic and institutional variables.
Related literature
The literature provided mixed evidence on the impact of supervisory governance on financial stability. 2 Goodhart and Schoenmaker (1995) showed that bank crises occur less frequently when the supervisor is the central bank. However, as they argue, this should not be necessarily an argument in favour of central bank supervision. A lower number of bank crises, in fact, might also signal a less efficient supervisory regime. The relationship between central bank supervision and crises is however less clear when analysed at systemic level: Rutkowski and Schnabel (2016) found that systemic banking crises are less likely the higher the degree of cooperation between supervisory authorities. The definition of cooperation between supervisors adopted in their paper can nevertheless be misleading cases in which the central bank is the only supervisor are considered 'full cooperation'. 3 It hence remains unclear whether the results on cooperation are driven by actual cooperation between agencies or rather by the monopoly of supervisory information in the hands of a single supervisor. Evidence is mixed also concerning other financial stability indicators: Hasan and Mester (2008) found no significant relationship between central bank supervision and the volume of problem loans over total loans, whereas Dincer and Eichengreen (2013) showed that, when supervision is in the hands of an independent central bank, capital ratios are higher and bank credit to the economy is lower. NPLs arguably represented the more contentious as well as puzzling set of results. Barth et al. (2002) found that banks hold more non-performing loans when the central bank is the sole supervisor. While Dincer and Eichengreen (2013) found similar results, they showed that this relationship does not hold when controlling for the degree of independence of the supervisor. In contrast with both studies, Koetter et al. (2014) found no effect of a number of central bank supervision (as well as of a number of other central bank's institutional traits) on NPLs.
There can be three complementary explanations for these contrasting findings. The first is that these works rely on different definitions of supervisory governance. A first set of works examined whether supervision is within the central bank or separated from it (Goodhart and Schoenmaker, 1995; Di Noia and Di Giorgio, 1999; Hasan and Mester, 2008; Dincer and Eichengreen, 2013) , a second set of works relied on survey-responses from supervisors on which institution is responsible for banking supervision (Barth et al., 2002; Koetter et al., 2014) , whereas a third paper defined supervisory governance based on the degree of cooperation between supervisors (Rutkowski and Schnabel, 2016). 4 Secondly, most works focussed on a binary choice between central bank supervision or supervision by an agency, excluding therefore the possibility of shared supervision. 5 This approach may be problematic for two reasons. First of all, it excludes shared supervision, a governance model that might be of relevance, as highlighted in the literature. Moreover, for those cases where supervision is shared, it requires to make a subjective judgement on the allocation of supervision to one of the two categories. 6 Barth et al. (2002) and Koetter et al. (2014) represent an exception, as they both include a dummy that captures the presence of multiple supervisors. The first of these works found that countries with multiple bank supervisors tend to have lower bank capital ratios and higher liquidity risks; in contrast, the second one found that multiple supervisors cannot explain credit risks, proxied by nonperforming loans, both before and after the crisis. Both works however relied on cross-sectional data collected during two different points in time: Barth et al. (2002) combine survey responses collected between 1996 and 1999, whereas Koetter et al. (2014) A third explanation is that the impact of supervisory governance may differ according to the institutional environment in which it operates. Acemoglu et al. (2008) provided evidence in support of this thesis, showing that higher degrees of central bank independence lead to lower levels of inflation only in countries with strong institutions, whereas such effect is absent where institutions are weak. This concept can apply to supervisory governance too. The theoretical literature suggests that, in the presence of weak institutions, shared supervision might be beneficial for financial stability, as it reduces the risk of supervisory capture. The idea is grounded on the work by Laffont and Martimort (1999) , who analysed the risk of capture of public agencies. They argued that, where such risk is higher, splitting supervisory 4 It is worth mentioning a fourth paper which distinguishes supervisory governance based on the degree of concentration of supervisory authorities (Masciandaro and Romelli, 2018) ; this work is however exploring governance's determinants, rather than its impact, and extending the analysis also to the supervision of insurances and securities, and not only of the banking sector.
5 In practice, this consisted in the creation of a dummy that equals 1 when the central bank supervises, and 0 otherwise. 6 For example, Dincer and Eichengreen (2013) clarified that "where responsibility is shared, this requires making a decision about who is the lead or principal supervisor" (p. 313).
responsibilities represents an organisational improvement. Under shared supervision, in fact, each supervisor would face higher informational asymmetries and limit their discretionary power to engage in socially wasteful activities. This increases the transaction costs of collusive activities, making capture less attractive to the supervised entities (banks, in our case). This theoretical framework was then adapted to the case of banking supervision by Boyer and Ponce (2012) , who maintained that having a single banking supervisor makes capture more likely, allowing banks to take over more risk, with negative implications on financial stability. It follows that, where institutions are weak and the risk of supervisory capture is higher, shared supervision has the benefit of preventing from such risk. Preventing supervisory capture would allow the smooth conduct of supervision, hence reducing the likelihood of banks' risk-taking behaviour (Boyer and Ponce, 2012) .
While this thesis has never been tested empirically, previous empirical works highlighted the link between capture and governance. Using firm-level data across 37 countries, Beck et al. (2006) found that, while entrusting supervisors with more powers is generally associated with more corruption in lending due to a capture effect, this effect vanishes in countries with highly developed institutions. Focussing on the case of the United States, Agarwal et al. (2014) showed that state supervisors tend to be more lenient than federal ones, and even more with larger banks, suggesting that state supervisors may be subject to supervisory capture.
Research Design and Empirical Model
In order to assess the impact of supervisory governance on financial stability, it is necessary to first define both concepts. Our definition of financial stability is restricted to NPLs, computed as the shares of bank NPLs over total gross loans. 7 While there can be many indicators accounting for financial stability, NPLs have the advantage of being comparable across countries for a relatively long time series and of being considered by both academics and policymakers a key indicator of (excessive) credit risk taken by the banking system of a country (Koetter et al., 2014) . Moreover, NPLs is a measure that is more directly affected by supervision and the quality of institutions in a country (Aiyar et al., 2015) than other proxies for financial stability, such as the occurrence of systemic banking crises which might have an exogenous source.
Our definition of supervisory governance is built across three categories, each represented by a dummy that equals one when a specific country in a specific year presented the institutional arrangement corresponding to the dummy. The three groups are the following: (1) supervision by the central bank alone, (2) supervision by an agency which is not a central bank (i.e. 7 Data are taken from the World Bank, which describes the variable as follows: "Bank nonperforming loans to total gross loans are the value of nonperforming loans divided by the total value of the loan portfolio (including nonperforming loans before the deduction of specific loan-loss provisions). The loan amount recorded as nonperforming should be the gross value of the loan as recorded on the balance sheet, not just the amount that is overdue". which has no monetary policy function) and (3) supervision shared between the central bank and an agency. This definition differs from most of previous works that restricted supervisory governance to a binary choice where supervision is conducted by either the central bank or an agency (e.g. in Dincer and Eichengreen, 2013; Di Noia and Di Giorgio, 1999; Goodhart and Schoenmaker, 1995) . The reason for this approach is that it avoids subjective judgements on which institution should be considered the principal supervisor for those cases in which both are involved in supervision, which are inevitable when such variable is constructed as binary.
On the other hand, a minority of other works that included the case of shared supervision adopted different definitions. 8 The distinction adopted in this paper is based on a careful study of the dynamics concerning the distribution of supervisory information across institutions, rather than on the mere presence of a shared institutional arrangement. For example, when the central bank is supervising together with another agency, but the agency is chaired by the governor of the central bank, we do not consider such cases as shared supervision, but as central bank supervision. This is the case of the French Autorité de contrôle prudentiel et de résolution (ACPR), which is chaired by the governor of the Banque de France 9 and that we therefore consider as a case of central bank supervision. A full list of the cases of shared supervision is provided in the Appendix (Table 7) . Following this categorisation, central bank supervision historically stands out as the most frequent arrangement, followed by supervision by an agency, and then shared supervision, which represents the minority of the cases. In 2016, the last year in our database, 66% countries in the sample had a central bank as the only supevisor, 21% an agency and the remaining 13% shared supervision. As the map of Barth et al. (2002) and Koetter et al. (2014) look at the presence of multiple supervisors based on supervisors' survey responses. This could be however problematic, as some respondents may interpret differently the same question. Moreover, while in the latter the survey corresponds to a single year, in the former the four rounds of surveys present different sample sizes, as some supervising authorities did not respond in certain years, not allowing to capture the time variation. Other examples are Rutkowski and Schnabel (2016) , who focus on the degree of cooperation between supervisors, considering full integration when the supervisor is only one, and Masciandaro and Romelli (2018) , who construct an Herfindhal-Hirschman index to compute the concentration of banking, insurances and securities supervisors in a specific country. 9 The same reasoning applies to the Commission Bancaire, which preceded the ACPR as banking supervisor from 1984 (following the Loi Bancaire) to 2010. The ACPR, created on 21 January 2010, was the result of the merge of the Commission Bancaire with the insurance and investment firms supervisors (respectively the CEA and the CECEI).
10 While common patterns of reforms in supervisory governance can be found in Scandinavia and in many Latin American countries, where supervision tended to be assigned to a supervising agency, both Europe and Latin America are quite heterogeneous. The literature has generally overlooked the impact of shared supervision on financial fragility. However, descriptive evidence suggests that shared supervision may be associated with lower NPLs than with monopolist supervision: as Fig 2 shows , median NPLs tend to be lower when supervision is shared rather than when it is not. We will hence formulate the first hypothesis as follows: To test H1, we need to compare the relationship between NPLs and each supervisory governance model. Formally, we run the following panel data regression with country and time fixed effects:
where the dependent variable, N P L, is the share of NPLs over total loans 11 for country i in year t. SGOV is one of the three dummies corresponding to each model of supervisory The coefficient of interest is β 1 : in particular, we intend to analyse how its sign and significance varies across different supervisory governance.
As described in the previous section, the expected negative effect of shared supervision on NPLs is motivated by the disincentive that such institutional setting creates to supervisory capture, as outlined theoretically by Laffont and Martimort (1999) and Boyer and Ponce (2012) . If this was the case, we would then expect shared supervision to be even more effective in countries where the risk of supervisory capture is higher. On the contrary, establishing a shared supervisory arrangement in countries where such risk is low might have no effect on NPLs. Following these considerations, we formulate a second hypothesis:
Hypothesis 2: the negative relationship between shared supervision and NPLs is stronger and more significant in countries where the risk of supervisory capture is higher. In order to test H2, we adopt a different specification, where the variable of interest is the interaction between shared supervision and the risk of supervisory capture. To proxy for the risk of supervisory capture, we use the inverse of the variable 'control of corruption' from the Worldwide Governance Indicators (WGI) compiled by Kaufmann et al. (2010) . This variable is a good proxy for the risk of supervisory capture as, following its description, it captures "perceptions of the extent to which public power is exercised for private gain, including both petty and grand forms of corruption, as well as 'capture' of the state by elites and private interests" (Kaufmann et al., 2010: 3) . 12 We define the variable Riskof Capture in two ways, to control for potential problems related to the construction of the indicator. 13 In the first specifcation, Riskof Capture is a dummy variable that equals 1 when such risk is above the median risk of year t, and 0 otherwise. In the second specification, Riskof Capture is a continuous variable which is simply the inverse of the control of corruption indicator. Formally,
we test the following model:
Where X is a vector of institutional, macroeconomic and financial controls which are likely to affect NPLs. If H2 is true, we would then expect β 1 to be negative and significant under the case in which both SharedSup and Riskof Capture equal 1, i.e. when a country with high risk of capture has a shared supervision arrangement. conducted by the ECB on the supervisory reforms in EU and acceding countries (ECB, 2003; 2006; 2010) . Data for year 2016 were collected in the same year from the website of the BIS, 13 The rationale for using a dummy rather than exploiting the variability of this indicator lies on the problems related to its aggregation. As argued in Apaza (2009) and Arndt and Oman (2006) , comparing the values of the corruption indicator across countries might be problematic due to different underlying sources. On the other hand, using a dummy variable has the advantage of not incorporating this information, but at the cost of not exploiting the variability of these indexes. A similar solution has been proposed by Acemoglu et al. (2008) to indexes of central bank independence. Estimates for the interaction between shared supervision and risk of capture as a continuous variable are provided in the Appendix, showing that the results are not subject to change in this different specification.
Data

Supervisory Governance Data
14 The full list of FSSAs by country and year can be found at this link.
which provides a full updated list of each country's current supervising institution. 15 Historical changes have been integrated with information from academic papers and websites of central banks and supervising authorities. Moreover, to further verify the presence of reforms in the law of central banks since the 1970s, I have consulted the information contained in the dataset on central bank independence by Bodea and Hicks (2015) and Garriga (2016) Based on this information, I have created three dummy variables that account for the three models of supervisory governance described in the previous section. The database is inevitably unbalanced for historical reasons, as many jurisdiction, like post-Soviet countries and many former colonies, did not have an independent national central bank nor a banking system in the 1970s-1980s. Compared to previous works on the effect of supervisory governance, the new data employed in this work provide a wider overview, as shown in Tab 1. Note: Each study presents a different measure of supervisory governance according to its research focus.
Control variables
The database is complemented with a number of variables to control for unobserved effects.
Changes in NPLs can in fact be driven by a number of macroeconomic variables. Using World Bank data, I include as regressors domestic credit to the private sector as a percentage to GDP, GDP per capita annual growth and inflation. NPLs are in fact generally anticipated by credit expansions, encouraged by the easing of credit standards (Keeton, 1999 and Jiménez and Saurina, 2006) . Growth can also play a role, as a number of works identified a negative relationship between NPLs and output (Nkusu, 2011; Beck et al., 2015; Balgova et al., 2016 ). In addition, as banking crises tend to generate peaks in NPLs (Laeven and Valencia, 2012; Kaminsky and Reinhart, 1999) , I include a dummy variable constructed by Laeven and Valencia (2012) that equals 1 when a systemic banking crisis occurs, 0 otherwise. 15 The full list can be consulted at this link. The list is however regularly updated.
Moreover, I include bank-related variables using a number of sources. In particular, I control for bank concentration as, according to Laffont and Tirole (1991) , capture is more likely to occur when the group of regulated entities is more concentrated. supervision and its independence is low, its capture would be easier and banks would engage in excessive risk-taking, as documented by Quintyn and Taylor (2002) and Quintyn et al. (2007) . In this sense, it is necessary to control for independence as it might be negatively associated to NPLs. In addition, we use the index of supervisory power constructed by the 16 If a bank displays a high z-score it means that, for the bank to become insolvent, a large number of standard deviations of its asset return have to drop.
17 Data were downloaded from the World Bank Global Financial Development Database, updated on July 2018. The variable captures the percentage of the number of foreign owned banks to the number of the total banks in an economy. A foreign bank is defined as "a bank where 50 percent or more of its shares are owned by foreigners." 18 Bodea and Hicks updated the index for the period 1972-2015 (even after the publication of their paper in 2014), whereas Garriga for 1970-2012, with slight differences between the movements of the two indexes. Based on the low probability of central banks reforms, I therefore took Garriga's data as basis and kept the same value of 2012 as constant for the years 2013-2015 when no changes were reported by Bodea and Hicks for that period. The only change I found for my dataset was Croatia, which reformed in 2013 as a consequence of its access to the EU in the same year. Data on central banks independence are available at this link for Bodea and Hicks, and at this link for Garriga. The index used in the estimation is the weighted version.
World Bank survey on Bank Regulation and Supervision and covering 143 jurisdictions from 1999 to 2010 (Cihák et al., 2012) . This index includes the legal power of supervisors to intervene in banks, replace managers, force provisioning, acquire information and so on. We include this variable as the power held by a supervisor is believed to affect the fragility of the banking system. According to Stigler (1971) , stronger banking supervisors can improve the corporate governance of banks, with positive effects on supervision. However, Beck et al. (2006) found that supervisory power did not lower corruption in bank lending, even in countries with highly developed institutions, in confirmation of the regulatory capture view. As the available estimates are the results of four rounds of survey, and are therefore fragmented over time, I interpolate the data to correct for the missing values, imposing the minimum and maximum values of the index as lower-and upper-bounds.
Results
Results on Hypothesis 1
As a first test, we regress NPLs against the three models of supervisory governance including country fixed effects. Table 2 displays the results. 19 From these preliminary results, it is clear that, for the case of NPLs, focusing on whether the supervisor should be the central bank or a supervising agency is not exhaustive. Although central bank supervision is positively and significantly associated with NPLs (in line with previous findings in Barth et al., 2002 and Dincer and Eichengreen, 2013) , supervision by the agency is not significantly associated with NPLs. On the other hand, the results display a negative and significant association between shared supervision and NPLs. This preliminary analysis suggests that the impact of governance on NPLs might not be determined by having a central bank as supervisor or not, as the presence of the central bank per se is significantly associated with NPLs both positively (as sole supervisor) and negatively (as sharing supervision). On the contrary, the determining factor seems rather to depend on whether supervision is shared or not. 20 However, the significance for central bank supervision is lost once we control for year fixed effects, as shown in Tab. 3. While shared supervision still remains negatively correlated with 19 The low within variability of the supervisory governance dummies might suggest the inclusion of random effects rather than fixed effects. The Hausman test for the specification with the interaction (without standard errors clustered by country and time dummies) produces the following results: χ 2 = 16.23 and P rob > χ 2 = 0.001 for the raw test, χ 2 = 15.90 and P rob > χ 2 = 0.0012 for the test with the covariance matrices based on the estimated disturbance variance from the efficient estimator, and χ 2 = 16.05 and P rob > χ 2 = 0.0011 for the test with covariance matrices based on the estimated disturbance variance from the consistent estimator. We therefore infer that between effects are not significantly biasing estimates of the within effects. Moreover, we include time fixed effects, as the joint test on year dummies significantly rejects the null hypothesis that the coefficients for all years are jointly equal to zero (F (16, 93) = 9.84, P rob > F = 0.000).
20 Similar results are obtained when the dependent variable, NPLs, is transformed in log form (see Tab. 8 in Appendix) and when all regressors are lagged by one period (see Tab. 9 in Appendix). 
Results on Hypothesis 2
We first regress NPLs on the interaction between shared supervision and the risk of capture defined as dummy variable (Table 4) (2006) , who use the same index. They argue in fact that more powerful supervisors are more likely to be captured, as they represent an opportunity to shape the allocation of bank credit, due to their ability to influence the distribution of bank loans. The interaction between shared supervision and risk of capture remains significant once we control for indicators related to the health of the banking sector (Tab. 4, Col. 5). While supervisory power loses its significance, bank concentration is positively and significantly associated to NPLs, whereas the relationship with z-scores is negative, as we might expect. The significance of the interaction's coefficient holds also once we control for other institutional variables from the World Governance Indicator database (Tab. 4, Col. 6), providing further evidence in support of Hypothesis 2. Substituting the dummy Riskof Capture with the continuous variable does not change the results, as the interaction is even more significant, as displayed in Tab. 5.
Robustness Checks
There are many factors which potentially affect the presence of NPLs. The effect of a number of determinants is taken into consideration in the previous regressions through the addition of a number of controls. However, one relevant as well as problematic determinant, that is not captured by previous results, lies in the nature of NPLs data. It is in fact the supervisor that determines whether a loan would turn non-performing. This means that, if the supervisor is captured, it might be encouraged by banks to engage in a more lenient behaviour regarding their loans. If this is the case, it might well be that lower NPLs under shared supervision and high risk of caspture might be driven by the fact that supervisors in these countries are actually more controlled by banks than under different arrangements, and therefore incentivised to register a lower number of loans as non-performing. If this was the case, then the results displayed in the previous models would signal the opposite mechanism described in this paper:
under shared supervision, the risk of capture is higher. NPLs may in fact tend to be lower exactly because the supervisor has been captured. In line with this hypothesis, Agarwal et al. (2014) found that, when the supervisor is less lenient, banks tend to report higher NPLs.
To verify if this is the case, it would be necessary to further test whether banks engage in more risky activities under shared supervision and high risk of capture. We therefore replace the dependent variable with banks' capital adequacy ratio, which is the share of capital held by banks as a ratio of their risk-weighted assets (also known as CRAR). We employ data from the International Monetary Fund's Financial Soundness Indicators Database, which provides data on capital adequacy as reported by IMF staff. Therefore, in order to test whether banks actually report lower NPLs in countries where supervision is shared and risk of capture is high, we test whether capital adequacy ratio is lower under the same conditions. If this is the case, it would mean that higher NPLs are not the result of a more lenient behaviour in supervisors' activity but, on the contrary, of a more stringent behaviour, which is reflected in the higher capital held by banks. The assumption underlying these considerations is that banks that manage to capture their supervisor would then engage in more risky activities, as they would face more lenient scrutiny, reporting lower capital adequacy ratios. To test this hypothesis, we run the same fixed effects panel data regression, substituting the dependent variable with bank capital. If this hypothesis was true, we would then expect shared supervision and high risk of capture to be negatively and significantly related to bank capital.
Results, which are reported in Table 6 , reject this hypothesis. Bank regulatory capital is in fact positively and significantly correlated with NPLs under all specifications but the last one, where the coefficient remains however significant. These results show that in countries with high risk of capture, shared supervision is associated not only with lower NPLs, but also 
Conclusions
The institutional setting of microprudential banking supervision has acquired new relevance in light of the recent financial crisis and the reforms that followed it. While the literature provided a number of theoretical arguments in favour and against the allocation of such responsibility to central banks, little attention has been paid to the institutional environment in which supervision is conducted. This paper has shown that this lack of attention has been misplaced. On the one hand, it showed that analysing the impact of supervisory governance by looking at the distinction between central banks and supervising agencies may be misleading. Central bank supervision and shared supervision are the only models of supervisory governance significantly correlated with NPLs, suggesting that the effectiveness of governance may depend from other factors than the nature of the institution. Nevertheless, when controlling for year fixed effects, the significance of central bank supervision vanishes, leaving shared supervision as the only (weakly) significant governance model. On the other hand, it showed that supervisory capture is the only governance arrangement able to affect NPLs, but only if related to the risk of supervisory capture of a country. The main takeaway we can derive from the findings of this paper is that reforms in supervisory governance have no impact on NPLs without taking into consideration the institutional setting. Factors, such as the risk of capture in a country, are in fact able to influence the effectiveness of supervisory governance. 
